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Quality Control Considerations for a
Firm of Independent Auditors
Introduction
1. Rule 202 of the Rules of Conduct of the Code of Professional
Ethics of the American Institute of Certified Public Accountants
requires members, when they are associated with financial statements,
to comply with the applicable generally accepted auditing standards.
Those standards have to do primarily with the characteristics and
conduct of individual auditors. A need has arisen to identify policies
and procedures of a firm of independent auditors (referred to here
inafter as “a firm” or “the firm”) that may affect the quality of work
in its audit engagements. This Statement sets forth certain con
siderations in establishing policies and procedures that will provide
the firm with reasonable assurance of conforming with generally
accepted auditing standards.

Quality Control Considerations
2. Complying with generally accepted auditing standards is a
basic objective of every firm conducting an audit practice. While each
of the elements of quality control applies to all firms, the extent to
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which policies and procedures apply will depend on a variety of
factors, such as the size and organizational structure of the firm and
its philosophy as to the degree of operating autonomy appropriate
for its people.
3. T h e considerations that affect the quality of a firm's audit work
are discussed in paragraphs 5 through 22. T h e considerations are
interrelated. Thus, a firm's hiring practices affect its policies as to
training. Training practices affect policies as to promotion. Practices
in both categories affect policies as to the nature and extent of supervision. Practices as to supervision, in turn, affect policies as to training
and promotion. Although some policies and procedures, such as those
with respect to hiring and advancement of personnel, may b e considered primarily or at least partly administrative matters, they affect
the quality of audit work and consequently are discussed in this
Statement.

Elements of Quality Control
4. Because of the significance of the variables stated in paragraphs
2 and 3, it would b e inappropriate to impose requirements as to the
matters discussed in this Statement. In the paragraphs that follow, the
sentences generally worded, "Policies and procedures should be established . . ." and the examples of policies and procedures are presented
only as guidelines, no one of which is necessarily applicable to any
one firm. A firm may find it convenient to keep records concerning its
quality control policies and procedures. However, keeping such records is not an element of quality control.
5. Independence.
Policies and procedures
should be
established
to provide
reasonable
assurance
that persons at all
organizational
levels maintain independence
in fact and in appearance.
Rule 101
of the Rules of Conduct contains examples of instances wherein a
firm's independence will be considered to be impaired.
1

6. Examples
1

of policies

and

procedures.

I n pursuing its quality

T h e Securities and Exchange Commission has established formal requirements
for the independence of accountants who practice before it.
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control objectives with respect to independence, a firm may use policies and procedures such as maintaining records showing which
partners or employees were previously employed b y clients or have
relatives holding key positions with clients, notifying personnel as
to the names of audit clients ( a n d their affiliates) having publicly
held securities, confirming periodically with personnel that prohibited
relationships do not exist, and emphasizing independence of mental
attitude in training programs and in supervision and review of work.
7. Assigning Personnel to Engagements.
Policies and
procedures
for assigning
personnel
to engagements
should
be established
to
provide reasonable
assurance
that audit work will be performed
by
persons having the degree of technical
training and proficiency
required in the circumstances.
In making assignments, the nature and
extent of supervision to be provided should be taken into account.
Generally, the more able and experienced the personnel assigned to
a particular engagement, the less is the need for direct supervision.
8. Examples of policies and procedures.
I n pursuing its quality control objectives with respect to assigning personnel to engagements,
a firm may use policies and procedures such as requiring timely
identification of the staffing requirements of specific engagements so
that enough qualified personnel can be made available, planning for
the total personnel needs of all the firm's audit engagements, and
using time budgets to establish manpower requirements and to schedule audit field work.
9. Consultation. Policies and procedures
for consultation
should be
established
to provide reasonable
assurance
that auditors will
seek
assistance
on accounting
and auditing
questions,
to the extent
required, from persons having appropriate
levels of knowledge,
competence,
judgment,
and authority.
T h e nature of the arrangements
for consultation will depend on a number of factors, including the
size of the accounting firm and the levels of knowledge, competence,
and judgment possessed by the persons performing the work.
10. Examples
of policies and procedures.
In pursuing its quality
control objectives with respect to consultation, a firm may use policies
and procedures such as designating individuals having expertise in
matters related to the Securities and Exchange Commission to provide advice concerning financial statements and auditors' reports to
b e included in filings with the Commission; designating individuals
having specialized experience in a particular industry to provide ad-

4

Statement on Auditing Standards

vice on accounting and auditing questions that arise in audits of
companies in that industry; designating senior qualified personnel
to provide advice on accounting or auditing questions in general;
referring questions to a division or group in the A I C P A or a state
C P A society established to handle technical inquiries; maintaining
a technical reference library or a technical services or research staff
within the firm to assist in the resolution of practice problems; and
requiring that appropriate use be made of available consultation and
reference services.
11. Supervision. Policies and procedures
for the conduct and supervision of work at all organizational
levels should be established
to
provide
reasonable
assurance
that the work performed
meets
the
firm's standards
of quality. T h e extent of supervision and review
appropriate in a given instance depends on many factors, including
the complexity of the subject matter, the qualifications of the persons
performing the work, and the extent of consultation available and
used. T h e responsibility of a firm for establishing procedures for
supervision is distinct from the responsibility of an auditor to comply
with the first standard of field work when he is in charge of the work
on a particular engagement.
12. Examples
of policies and procedures.
In pursuing its quality
control objectives with respect to supervision, a firm may use policies
and procedures such as providing direction as to the form and content of working papers and as to the nature and extent of instructions
to be included in an audit program; developing and using standard
audit forms, checklists, and questionnaires; requiring that working
papers be reviewed by supervisory personnel; and requiring that
auditors' reports and the accompanying financial statements b e reviewed by qualified personnel for conformity with generally accepted
auditing standards and generally accepted accounting principles.
13. Hiring. Policies and procedures
for hiring should be
established
to provide
reasonable
assurance
that those employed
possess
the
appropriate
characteristics
to enable them to perform
competently.
T h e quality of a firm's work ultimately depends on the integrity,
competence, and motivation of the persons who perform and supervise the work. Thus, a firm's recruiting programs are factors in maintaining audit quality.
14. Examples
of policies and procedures.
I n pursuing its quality
control objectives with respect to hiring of personnel, a firm may use
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policies and procedures such as establishing a policy for recruiting at
beginning levels to include standards or objectives as to minimum
academic preparation and accomplishment; establishing for more
advanced positions standards and objectives as to practical experience; requiring a background investigation of new personnel; and
applying special procedures when new personnel enter the firm from
other than the usual recruitment channels, such as by recruitment of
higher level personnel or through merger or acquisition of an accounting practice, to assure that those personnel become familiar with and
conform to the firm's practices and procedures.
15. Professional Development.
Policies and procedures
for professional development
should be established to provide
reasonable
assurance that personnel will have the knowledge required to enable
them to fulfill responsibilities assigned. Continuing professional education and training activities enable a firm to provide personnel with
the knowledge required to fulfill responsibilities assigned to them and
to progress within the firm.
16. Examples of policies and procedures.
In pursuing its quality
control objectives with respect to professional development, a firm
may use policies and procedures such as providing instruction during
the performance of engagements; requiring personnel to attend training programs or seminars conducted by the firm, by a college or university, or by the A I C P A or a state CPA society; distributing written
communications containing technical information on the firm's policies and procedures to professional personnel; and making available
to professional personnel information as to current developments in
accounting and auditing.
17. Advancement.
Policies and procedures
for advancing
professional personnel should be established to provide reasonable assurance that the people selected will have the qualifications
necessary
for fulfillment of the responsibilities they will be called on to assume.
Practices in advancing personnel have important implications for the
quality of audit work. Qualifications that people selected for advancement should possess include, but are not limited to, character, intelligence, judgment, and motivation.
18. Examples of policies and procedures.
In pursuing its quality
control objectives with respect to advancement, a firm may use policies and procedures such as requiring supervisory personnel to furnish
periodically appraisals of the work of assistants, increasing gradually
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the extent of responsibility given to professional personnel, and appointing committees of partners to review the qualifications of individuals being considered for promotion.
19. Acceptance
and Continuance
of Clients. Policies and
procedures should be established
for deciding
whether
to accept or continue a client in order to minimize the likelihood
of association
with
a client whose management
lacks integrity.
Suggesting that there
should be procedures for this purpose does not imply that an auditor
vouches for the integrity or reliability of a client, nor does it imply
that an auditor has a duty to anyone but himself with respect to the
acceptance, rejection, or retention of clients. However, prudence
suggests that an auditor be selective in determining his professional
relationships.
20. Examples
of policies and procedures.
In pursuing its quality
control objectives with respect to the acceptance and continuance of
clients, a firm may use policies and procedures such as reviewing
financial statements of a proposed client; inquiring of third parties,
such as the proposed client's previous auditors, its banks, legal counsel, and investment bankers, and others in the financial and business
community as to the reputation of the proposed client; evaluating its
ability to service the client properly ( s e e Rule 2 0 1 of the Rules of
C o n d u c t ) , with particular reference to industry expertise, size of
engagement, and manpower available to staff the engagement; and
periodically reevaluating clients for continuance.
2 1 . Inspection. Policies and procedures
for inspection
should
be
established
to provide reasonable
assurance that the other
procedures
designed
to maintain the quality of the firm's auditing practice
are
being effectively
applied. Procedures for inspection may be developed
and performed by persons acting on behalf of the firm's management.
T h e type of inspection procedures used will depend on the controls
a firm establishes in the areas of responsibility discussed in this Statement.
22. Examples
of policies and procedures.
In pursuing its quality
control objectives with respect to inspection, a firm may use policies
and procedures such as designating persons to make inspections at
the office in which they regularly practice or at other offices; developing "checklists" or "evaluation forms" for such persons to use in reviewing the activities of the reviewed offices in areas for which the firm
has established practices and procedures in accordance with this
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Statement; and providing for follow-up to determine that recommendations have been implemented.

The Statement entitled "Quality Control Considerations for a Firm oj
Independent Auditors" was adopted unanimously by the twenty-one members of the Committee.
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N o t e : Statements on Auditing Standards are issued by the Auditing
Standards Executive Committee, the senior technical committee of the Institute
designated to issue pronouncements
on auditing matters. Rule 202 of the
Institute's Code of Professional Ethics requires adherence
to the applicable
generally accepted auditing standards promulgated by the Institute. It recognizes Statements on Auditing Standards as interpretations of generally accepted auditing standards, and requires that members be prepared to justify
departures from such Statements.

